
lI.pop.lI - To appr.ciat. the di.tinctlon thatKCI a.s.rts is

artificial, conaider a sillpl. .x.apl. fro. outside the

r.aa of r.gulation or .conoalcs. Suppose you are planning

to take a 500-ail. trip by car and you ar. conc.rned about

how lona the drive w111 take. 'lb. l.ngth of tiM will

dep.nd on the w.ath.r, road conatructiona alona the way,

traffic, accidents alona th. way. wh.th.r your car has

.chanical troubl.. and so on. Owing to th. various

unpr.dictabl. factors, any for.cast of th. duration of th.

trip ..y w.ll b. in .rror by an hour or IIOr•.

Mow suppo.. that in plaunina your trip you want to lcnow how

auch driving tiae you can save by packing lUl1Ch to .at

while drivina. If lunch at a fast food r.staurant take.

about half an hour, you ••tt.&t. that packing lunch sav.s

about half an hour. 'lbis infor.ed gues. can b. _de

without bavina to (1) pr.dict the overall duration of a

trip that include••toppina for lunch; and (2) pr.dict the

overall duration of a trip that do.. not include stopping

for bmch. You can avoid all of the c08plicating factors

iuvolv.d in tryina to pr.dict the overall duration of th.

trip. 'lb. pr.diction of the .ff.ct on duration of stopping

for lunch ..y not b. .xactly rilht. (Inde.d if you pack

lunch rath.r than stop for lunch, you will nev.r know if

your pr.diction was rilht.) Howev.r, th. for.cast .rror of

the .ff.ct of stoppina for lunch i. lik.ly to b. lIUCh

_ll.r than th. for.cut .rror for the ov.rall duration of

the trip.

1bi••XAllpl. illustrat•• that wh.n .stillatins the .ff.ct on

• v.riabl. c.us.d by • p.rticul.r .v.nt, it is not

nec••••ry to for.cut th. actual v.lue of th.t v.riabl•.

'lb. Godwin! IIOdel c.lcul.t.. the .ff.ct of SFAS 106 on

GNP-PI without having to for.ca.t th. actual l.v.l of

GNP-PI.
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UU Cqgt;UtIAP ­
(Pag. 10)

"'POP" -

"S.cond, Godvina off.r. no _thodo10gy to te.t the validity
of the ..cro.conoaic ~1'. r ••u1t•... If the model
par...t.r. and equationa do not adequately de.cribe r.al
world data, th.n any predictiona it gives are of little
value. II

Th••e c~nt. rai,. two s.parat. que.tiona: (1) do the

~l'. par...t.r. and .quationa adequat.ly de.cribe r.al

world data? and (2) how can one t ••t the validity of the

~l " r ••ult. about the illpact of the introduction of

SPAS 106? In answ.r to the fir.t que.tion, the IIOdel' s key

par...t.r. do de.crib. real world data. Th. input. to the

~del conai.t of 6 uu.erica1 par...ter.. Two par...ter•

....ur. the .har. of labor co.t in total co.t, and the

b...1in. value. of th... par...ter. w.re cho••n to ..tch

the actual .har. of labor co.t in total co.t in the Unit.d

Stat... One par...t.r ....ur•• the .hare of private ••ctor

-.plo~nt cover.d by SPAS 106 b.nefit•• and the value of

this par...tar v.. cho••n to r.flect the fact that of the

95.8 mllion private ••ctor ...loy.... 30.7 mllion ar•

• ligibl. to haft a portion of th.ir ..dica1 co.ts in

r.tir_nt ..t by th.ir .~loy.r" ..dical plan. subj.ct to

SPAS 106. A fourth par...t.r ....ur•• the percentage by

which SPAS 106 dir.ctly incr..... the labor co.t. of

-.ploy.r. that off.r po.t-r.tir nt ..dical b.nefits. The

bas.1ina value for this par t.r wa. ba••d on the

.xt.nsive actuarial .twiy in the Godvins R.port. A fifth

Par...t.r i. the wag••1asticity of labor supply. and a.

di.cUl••d on pag. 30 of the Godvins Report. the value of

thi. .l..ticity w.. b...d on a publiahed s~ry. by Mark

R. Ki11in&lWOrth. of the extensive econo_tric literature

on the .1..ticity of labor .upp1y. A .ixth par_ter. the

pric. .l..ticity of deaand. w.. not b...d directly on a

.p.cific ••t of data or a specific set of econo_tric

.twii... How.ver. .collOll8tric stwiie. of de..nd for

varioUl goode t.nd to find price el..ticities on the order
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of on., or ...ller. (For example, on page 16 of its report

subaitted in oppo.ition to the direct ca.es, ET1 cite. a

price eluticity of 4ellAlld of 0.723 for interstate svitched

acc••• , in a .tuc!y by J. Gatto et. a1. of AT&T.)

Experiaentation vith the IaOdel r.v.al.d that (1) the

r ••ult. of the IaOdel are not v.ry s.nsitiv. to the pric•

• l ..ticity of Gelland; and. (2) high.r values of the pric•

• l ..ticity of clelland t.nd to incr.... the calculat.d irlpact

of SFAS 106 on GNP-PI. To guard against under.tatins the

irlpact on GNP-PI of th. introduction of SFAS 106, it va.

decided to us. a value for thi. par_t.r that likely

O¥er.tat•• the true value, so a value of 1.5 v.. used in

th. b...Une c.......xplained on page 29 of the Goclvins

lleport.

'111e ••ccmcl que.tion, which conc.rna te.tins th. IIOclel'.

r ••ult. about th. irlpact of SFAS 106, is a conceptual

que.tion that would confront AlII IIOdel, not just th.

Godwins .odel, us.d to e.tt.&t. th. irlpact of SFAS 106 on

ClQ-PI. Aa AT&T point. out on pag. 10, -th.re is no vay to

independently v.rify by ob.ervation the true chang. in

GRP-PI clue to SFAS 106 .ven aft.r SFAS 106 goe. into

.ffect. - 'l'hi. quot.d ••nt.nc. i. corr.ct, but notic. that

this ••ntenc. is independent of the choic. of a aodel. Aa

.xplained in the May, 1992 Godv1ns lle.pons. to Paragraph 16

of the FCC Order of Iuve.tigation and Susp.nsion (p. 7), it

is Uipo••ibl. to dir.ctly ob••rve the iapact of SFAS 106 on

QIIP-PI, even aft.r the fact, b.caus. ve have no vay to

Girectly ob••rve what GNP-PI would MV. been in the ab••nc.

of SFAS 106. 'l'hi. probl.. i. fac.d by pr.dict.d change.

baaed on .cono..tric IIOdel. .. v.ll a. change. ba.ed on

quantitative claa.ical g.neral .quilibrb. IIGGel., such a.

th. one used in the Goclvins a..port.
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AT&T (p. 10) goes on to point out that ·standard econoaic

practice t. to perfom te.ta whenever a aodel t. ba.ed on

e.tiJlate. to .ee how clo.ely the aodel airror. actual

data.· For exaaple, large-.cale co_rcial econoMtric

forecaating aodel. are de.igned to foreca.t the value. of

varioue ..croeconoaic variable.. Then the actual value. of

the.e variable. are ca.pared to the value. forecaated by

the JIOdel, and the difference between the actual and

forecaated value. i. called the foreca.t error.

Stati.tical properties of forecaat error., .uch aa the root

Man .quare error or the _an ab.olute foreca.t error, are

then calculated. Althouah- tht. atatt.tical analy.t. of

forecaat. i. co.-only applied to large-.cale econoMtric

JIOdel., one .hould not be ai.led into thinking that the.e

analy.e. can te.t the validity of a IIOdel' a prediction

about a chanae in a ..croeconaic variable (.uch as

GJIl-.1), when .OM aapect of the JIOdel t. chanaed (.uch aa

the introduction of srAS 106). Stati.tical properties of

forecaat error. can be ueed to te.t the accuracy of

spp4ltippel forecaat.17 , but do not adclre.. the que.tion of

the IIOdel' • accuracy when predicting the effect. of a

chanae in the IIOdel'. input•.

Ve are faced with a choice between a quantitative claa.ical

le.ral equllibriua aodel of the sort ueed in the Goclwins

"port and a larle-ss-ale c~rcial econo_tric forecasting

8Ddel. Neither type of JIOdel baa been te.ted for the

validity of the predicted aacroeconoaic effecta re.ulting

frOil the introduction of SFAB 106. Both types of IIOdels

17 ~ ro-.. __ mt ........ vaau. of v.nc- iapuII to till ....., lad dn1I ...
-c:c.ditimlal- c. .... _ ... __ VI1u&
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"fit" their key par..ters to real world data:

quantitative cla.sical general equilibriUII IIOciels ba.e

their par...ter. on independent econometric studi.. and/or

caUbration of certain par...ter. to lUke the value. of

certain variable. match actual data; econometric mociels

e.tt.&te the value. of their par...ters econometrically.

Vhich type of IIOdal should .e use? The Godvins aeport

list. five desirable criteria for a IIOdel to be used to

.tudy the 1JIpact of SF.u 106 on GNP-PI. The quantitative

clu.ical general equilibriUII IIOdel in the Godvins Report

.ati.fie. all five of the.e criteria, but a. explained in

the May, 1992 Godvins Re.ponse to Paragraph 16 of the FCC

Order of Investigation and Suspension, large-scale

c~rcial econo..tric forecutins lI048ls fail to sati.fy

at lea.t two of the.e criteria.
•
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I. Sep.itiyity

AT&T rai••d thr•• que.tiona about the ••nsitivity of the r ••ult•.

4'AT C.Cptipp ­
(Pag. 10)

"UOP·· -

-Third, the v.Udity of the ..cro.collOllic model is furth.r
c.ll.d into que.tion b.c.us. of the gr••t ••nsitivity it
.xhibit. to chana•• in ...u.ptions. For .X&IIple, alt.ring
the b...line ...u.ption of labor .l..ticity froa z.ro to an
.l..ticity of 0.1 incr..... the U1pact on GNP- PI by mor.
than 400' (. 0.0642' U1pact v•. the 0.0124' b... c...
iIIp.ct. )-

In jud&ina wheth.r the diff.r.nc. b.tw••n 0.0124' and

0.0642' is l.rl., it is Uiportant to look at the ..pitude.

iuvolv.d. loth of the•• IlUIIber••r•• tiny fr.ction of 1

perc.nt. True, the 1.rl.r of th... two nuab.r. is 5 tille.

.. l.rl. •• the ...n.r m.-ber. but both of th... nuab.r•

• r •••••nti.lly z.ro. and five tt.e. z.ro i ••till z.ro.

To ••• that th.r. i. no ••••nti.l diff.r.nc., .uppo•• that

in the ab••nc. of SFAS 106. GNP-PI would have • v.lue of

125.0. A 0.0124' incr.... would r ••ult in • GNP-PI of

125.0155. wh.r.... 0.0642' incr.... would r ••ult in •

GltP-PI of 125.0802. GNP-PI is only r.port.d to one deciJlal

plac.. .0 the .11.I.d -gr.at ••nsitivity- 8IIOUIlt. to the

diff.r.nc. b.tw••n 125.0 and 125.1 for GNP-PI. Rath.r than

lookina \matUl•• the r ••ult••ppear r_rehly robust to

this chang. in par_t.r v.lue.

Inst.ad of focusina on the ••Mitivity of the GNP-PI

.ff.ct. one .i&ht want to focus on the p.rc.nt.g. of

additional SFAS 106 co.t. -to be ..t froa oth.r .ourc••­

r.port.d in colUIIU h.aded (c) in the ••nsitivity analy.is

on P.I. 41 of the Goclvins a.port. This nu.ber is the

Wbottoa line- nuaber. U .hown on pal. 41. in the b...line

c.... the portion of .dditional SFAS 106 co.t. to b. met

fro. other .ource. i. 84.8'; incr•••ing the l.bor supply
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'''''I Ccm1itUi qp ­
(Pal' 11)

...... -

·lasticity to 0.1 r.duc•• thb n\mlb.r to 84. it. Again, the

r ••ult. are r ...rkably robuat.

"Mor.over, Goclvina' analy.1a 100b at chang•• in par...t.r
value. on a 'on. at a tt.8' basi. (p. 38)."

S.ction IV of the Godwina R.port i. dtvot.d .ntir.1y to

.....it1vity analy.b, and it pr•••nt. two tabl•• of r ••ulta

(pal' 39 and pal' 41). The tabl. on pal' 39 focua.. only

011 the ••naitivity of GNP-PI to chana'. in par...t.r

value., and 'XUiM. th... chana'. in par...t.r value. one

at a tiat. How.v.r, the table on pag. 41, which .~riz••

the ••naitivity analy.b for the overall r ••ulta, do•• D2k

look at par...t.r chang•• one at a tt.!.

Why do•• the table on pal' 39 focua on chana'. in par...t.r

value. one a tt.8? It.as r,cosniz.d at th. out••t that

ther. art 648 po••ibl. c~inationa of par...t.r value•. ­

lather than grind throup all of the•• co_inationa, it va.

dtcided to fir.t .xaai. the .ff.ct. of chang.. in

par...t.r value. one at a tt.t to l.arn which par...t.r.

have the larl••t illpact on GNP-PI. M .hown on pal' 39,

the dir.ct illpact on labor co.t. in ••ctor 2 and the labor

.upply .lasticity art the two par...t.r. for which GNP-PI

exhibit. the JIO.t .....itivity. 'ftl.n, having l.arn.d that

GRP-PI .zhibita the gr.at••t ••naitivity to th••• two

par...t.r., the ••naitivity analy.b for the ov.rall

r.ault. on pag. 41 .xaaint. all cOllbinationa of th••• two

par...t.r•.

18 ..... 1M. Ii. vaa-. ... aa.a.n. ..........
2 ¥IIIIII 01 ... priae ellIIici«J 011 1;
3 ¥IIIIII of ilia ia tDIItl COlt, 1;
3 VII.- of ilia ia tDIItl COlt, 2;
3 vaa- of frIdimI of ilia ....,.. ia -=ear 2;
3 vaa- of cIinct impIct ca ilia COII8 iD IIdiOr 2;
4 VII_ of IIbor lUpply elllticity

'I1Iua, then .. 2 x 3 x 3 x 3 x 3 x 4 - 641 COIIIbQwtjcw of ......... val...
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"'If Cgpc.PCiM ­
(Pages 12-13)

It .till do.. not s... to b. worthwhile to grind through

all 648 coDbinations , but, in r ••ponse to AT&T's cO"'nt,

additional s.nsitivity analy.i. w.. p.rformed to explore

par_t.r value. that lead to low value. of the p.rc.ntag.

of additional SFAS 106 co.ts to be met from other source.

(which is 84.8' in the ba••line c..e). The additional

.ensitivity analy.is was perforlMd .. follow.: Four of the

par.-t.r. w.r. each ••t at the value that led to the

larg••t incr.a.e in GNP- PI wh.n the paramet.r. were varied

ODe at a tiae. (Pric. el..ticity of clelland - 3.0; .hare of

labor co.t. in total co.t, ••ctor 1 - 0.78; .har. of labor

co.ts in total cost, s.ctor 2 - 0.78; initial fraction of

labor e1lployed in s.ctor 2 - 0.4.) While these four

par_t.n w.r•••t at value. that 'individually contribut.d

to the larg.st iapact on GNP-PI, each of the four values of

the labor .upply elasticity w.. examined in coDbination

with each of the thr•• values of the dir.ct illpact on labor

costs in s.ctor 2. The r.sults of this additional

s.nsitivity analy.is are r.port.d in App.ndix c. Notice

that the low.st value obtained for the p.rc.ntag. of

additional SlAS 106 co.ts to b. met from oth.r sources is

60.it. This mlllber w.. obtained by coDbining unlikely and

.xtr_ value. of all 6 par_t.r.. Th. chanc. that all 6

of th.s. par_ter. sillultaneously take on .uch extr••

values is ••••ntially negligibl.. Wh.r.as the finding in

the Godwins Report that 84.8' of additional SFAS 106 cost.

ne.d to b. aet fro. oth.r sourc•••hould b. r.garded as a

coaa.rvativ••stiaat., the 60.1' figure .hould b. regarded

.. an unr.alistically low unclar••tiaat. of the aaount

r.quiring r.covery fro. oth.r sources.

-"caus. the SFAS 106 accrual is iub.r.ntly 1IIpr.ci.. and
..asur_nt of its i1lpact on the economy is .xtr••ly
difficult to ...... , it is not possible to predict the full
.xt.nt that SFAS 106 will aff.ct price. in the economy
g.nerally (a. both Goclwins and NEllA atteapt to do).*­
[footnote o.itted]
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lI.pcm" - The Godwiu R.eport explicitly recognizes that there are

uncertaintie. a••ociated with the calculation of the

effect. of the introduction of SFAS 106, and deal. with

the.e uncertaintie. in two way.: (1) whenever a decision

needa to be ..de about the n~rical value of so_ data or

par_ter, the Godwlna Report alway. attellpt8 to err on the

.ide of over.tating the 1JIpact on GNP-PI of the

introduction of SFAS 106. In the ..croecono.ic analy.i.,

thi. conaervative approach i. repre.ented by the choice of

baaeline value. of the price elaaticity of deaand and the

labor .upply elaaticity that are likely to be higher than

the true value. of the.e par_ter., a. explained on page.

29 and 30, re.pectively, of the Godwiu R.eport. (In the

actuarial analy.1I, th1l s... couervative approach i.

noted in footnote 4 on page 16 of th1l R.eport.) Th1l

couervative approach lenell additional .upport to the

fincline that SFAS 106 will have a tiny effect on GNP-PI,

becaute even the ...11 effect predicted by Godwina 11

probably an over.tat...nt of the true effect. (2)

lacocnizine the uncertainty aa.ociated with the data and

par.-ter., Godwina devoted an entire section of it. report

(Section IV) to .enaitivity analy.1a. Again, the

.enaitivity analy.i. lencla additional support to the

conclution that the introduction of SFAS 106 ha. only a

tiny effect on GNP-PI.
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C. D.tall. of Sp.slflsatlop of the IIsrptsQP9l1s Ipd.l

MCI rai••d thr•• qu••tion. sons.rning the detail.d sp.sifisation of the model.

leI C9Atgtlpn ­
(Pal' 32)

",poult -

WI Cqp1jtpt;igp ­
(P'I' 33)

"'pqp'. -

MCI ....rts that the USTA IIOdel ...WII. IIIOnl oth.r thinls
"p.rf.st sub.titutability of sapital and labor."

This ....rtion is plain wrong. Th• .a.t so.-on .a.ur. of

the sub.titutability of sapital and labor is the .la.tisity

of .ubstitution b.tw••n s.pit.l and labor. "P.rf.st

.ub.titut.bility" de,crib.. the situation in whish the

v.lue of this .l..ticity of substitution is infinit.. In

the USTA model, the v.lue of this .l••tisity of

sub.titution is .qual to one, rather than infinity, .,

t-pli.d by MCI's ••••rtion.

.
EI .t.t., (corr.ctly) that the .adel "has no int.rnational
s.stor."

Ivery ,collOllls IIOdel is • ,t-plifis.tion of r ••lity. As.

pr.ctic.l matt.r, • usable IIOdel .uat ignore many ..p.ct.

of r ••lity. The .kill in building a lood model r ••ts in

including tho••••p.sts of r ••lity that are quantit.tiv.ly

UIportant for the is,ue, b.ing studi.d, .nd in ignorinl

those ..p.cts of r ••lity that are 1... quantit.tiv.ly

UIportant for the issue. b.ing .tudi.d. D••pit••11 the

.tt.ntion that int.rnational tr.de and for.ign co.,.tition

r.s.iv. in the pr••• , it muat b. r••ab.r.d that

int.rnational tr.de i .....11 p.rt of U. S. GNP. In 1991,

net .xport. w.r. .qual to 0.5' of GNP in the U. S. (net

.xport. w.r. n'l.tiv., .0 it i. the ..gnitudt, or ab.olut.

v.lue, of n.t .xport. that w.s 0.5' of GNP). Even lookinl

.t Iro.. tr.de flow. r.th.r than the n.t flow, i.,ort•

• csount.d for only 10.9' of GNP, and .xport. account.d for
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MGI Coat;.pt;iop ­
(Pale 33)

".pgp.. -

only 10.4' of GNP in 1991. Thua, the incluaion of an

international sector did not se.. important to study the

iapact of SFAS 106. and there is nothing convincing in the

Mel state..nt that would lead to revbing thb judpent.

"Finally. althouah the IIOdel is att.apting to review a
dytWll1c ph.no_non. the structur. of the IIOdel is static in
fora. "

lather than being a weakne... the static nature of the

8Ddel is a virtue. There is quite a bit of d1sagree..nt

.-eng ..croeconoa1st. about the .hort-run dynaaic behavior

of the ..croeco~. aDd indeed econo.i.ts see. to have a

lot of trouble predicting short-run dynaaic b.havior. such

as turnilll point. in the buaine.. cycle. Becauae the

prediction of short-run ..croecono.ic behavior i. so

difficult. it was decided to avoid thi. ta.k. and instead

to analyze the ult1Jlate effect. of SFAS 106 when the

ec0nollY reache. a new equllibriUII. A .tatic IIOdel. which

.t.ply avoids difficult .hort-run dynaaic•• i ••ppropriate

for analyzing the ult1Jlate effects of the introduction of

SFAS 106. As stated in the Goclvina Report (p. 26). "The

IIOdel is be.t viewed as a long-run lIOc:1el that fully

incorporate. the effect. of SFAS 106." An additional

aclvantale of focuaing on the "long-run" or full effect of

SFAB 106 is that it probably over.tat•• the short-run

t.pact on GNP-PI of the introduction of SFAS 106 b.cauae.

ovlDl to varioua lals in the .c0nollY'. adjuatJient proc••••

•hort-run effects are generally ...ller than long-run

effects. Th1s likely ov.r.tat_nt of the iapact of SFAS

106 is consistent with the cons.rvative approach of the

Goclvina llaport. which is to guard alainat unc:1erstating the

impact on GNP-PI of SFAS 106.
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D. It,,... 1;0 Co g1;' of Ip4.ptp'g1; lacro.ccmgail1; OR 1;M lIocltl
'pd i1j. hgl1;'

nt••tat.Mnt below r.pr•••nt. th. entire co_ntary on the ..croeconoaic IIOdel

by an indep.ndtnt econoaiat 'naal.d by MCl.

.1 <Aryg) ­
(Pal" 8-9)

k ..... -

·Tbt usn .tucly abo pr•••nt. a IlACro.conoaic aodel to
••tbat. th. .ffect of SrAS 106 on th. GlfP Pric. Indtx
(QIP-Pl) to ••• what fraction of co.t. will b. r.covar.d
via th. iner.... in GNP-PI. Tbt IlACro.coDOllic IIOdel 11
dbtor.tically corr.ct, but a vary highly .1aplified and
••tract IIOdel of th. U.S.•c~. ror e:u.pl., thtre are
...u.d to bt only two agr.pte factor. of procluction,
total capital and total labor, and tbt whole econollY 11
...u.d to be perfectly cOlipetitiva. HeDee, tht true
effect of srAS 106 on tht GRP-PI ..y b••ianificantly
d.1ff.rent (in a .tatiltical .eu•., though probably not in
order of "anitude) than th. fipre of 0.0124' that 11
pr•••nt.d. Tbt true eff.ct on th. av.ral' wal' rat. in the
econollY ..y abo be very different than what the vary
.1IIple ..croeconoaic aodel pr.dict., both in tera of
.tati.tical .ignificance and in t.ra of order of
aaanitude . •

Thi. .tat...nt i. cl.arly and car.fully written by Allan

Dru.n, a vell-re.pected econom.t. nte r_rlat below are

pr•••nt.d to help non-econoailt. int.rpret loaf of the

.conoaic j arion u..d by Dru.n.

Dru.n' • ..••rtion that the ·lIACroeconoaic IIOdel 11

tbtoretically correct- .hould b. r.prded a. praiae, .inee

thia ju4pent Coaf. froa a ..cro.conoaiat who hal publiahed

~ of hi. own th.oretical IIOdel.. To an econoai.t, the

.tae-nt that tbt ItOdel 11 th.oretically correct indicat..

that the b..ic .conoaic. underlying th. aodel 11 .ound, and

that tht ..th...tical fOrJIUlation of the aodel 11 an

appropriate foraalization of the econoaic•.

Although Druen certifies the IIOdel a. theoretically

correct, he point. out that it iI ·v.ry highly siaplified

and ab.tract.· Whether ·very highly .1IIplified and
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ab.tr.ct- is • virtue or • vic. depencla on the b.nefits and

dr.wb.cks oci.t.d with st.plific.tion and ab.tr.ction.

In th18 c , st.pl1fication and abstr.ction h.. the

b.nefit of .llowing the model to be a tractabl.

r.pr•••ntation of the t.portant .conomic phenomena

..sociat.d with .n incr•••• in labor co.t., .uch a. that

a••ociated with the introduction of SFAS 106. In addition

to promoting tr.ct.bility, the .t.plification avoicla the

po••ibility that irrelevant complicationa so..how

contaainate the model'. re.ult•.

Draz.n'. .tat..nt focus.. on the drawbacks of

.t.plification and ab.traction in this ca.e. As will be

.xplained below, • careful reading of Drazen' s stateaent

indicate. that he thinks that, de.pit. the simplification

and ab.tr.ction, the Godvina model produced ••••ntially the

ript answ.r for the effect on GNP-PI, but he has .e-e

doubt about the effect on the wage r.t•.

'l'he by to utlderatandilll Drazen'. .tateaent lie. in the

parenthetical .tate.at in the quote ....y b••ignificantly

cliff.rent (in a .tat18tical ••na., though probably not in

order of ...gnitude)·. konoal.ts often distinguish betwe.n

two concept. of .ignificance: .t.ti.tical significance vs.

econe-ic .ignificance. For in.tanc., the true effect of

.oaething i. said to be stati.tically significantly

different "froa the estt.&t.d effect if .conoaetric and/or

.tatistical analy••s indicate that w. can have • high

degree of confidence (usually 95' confidenc.) that the true

effect is different froa the e.tiJlated .ffect. It is

po.sible that the e.tt.&ted effect 18 very close to the

true .ffect, and yet .tatistical and/or .conoaetric ..thods

...y detect a stat18tically significant diff.rence; in this

ca.e, .conomist. would describe the diff.renc. as

-36-

____________________ ~wins----



statistically

siJllificant.

significant, but not econo.ically

Orazen's stat_nt indicates that the true effect of SFAS

106 on GNP-PI ..y be statistically significantly different

-- but not econo.ically significantly different -- fro. the

effect estiaated by the Goclvina IIOdel. He states that the

true effect on GNP-PI is probably not different, in order

of _gnitude, froa the O. 0124t effect est1Jlated by Goclvins.

'lbat is, the order of _gnitude of the Goclvina estiaate is

tiny, and Orazen does not dispute the finding of a tiny

effect on GNP-PI.

The calculated effect of SFAS 106 on the wase rate is

allmst two orders of ..gnitude larser than the calculated

effect on GNP-PI, and Orazen sugests that the true effect

on the wase rate ..y differ froa the calculated effect,

both in teras of statistical siJDificance, and in teras of

order of aaJDitude. However, he does not indicate whether

the effect calculated by Godv1na is libly to be too large

or too s_ll.

To s~rize, Orazen' s r ...rka about the II&Croecono.ic

results of the Goclvina Report serve as .uch to bolster the

re.ults as to challenge th_. Orazen pronounces the

_croeconoaic aodel to be theoretically correct and he

notes, but doe. not challenge, the findinS of a tiny iapact

on GNP-PI. Finally, he does not indicate whether his

doubts about the effect. on the vage rate would lead hia to

expect a larser or a ._ller effect than is found in the

Goclvina aeport.
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I. "'POU' to Ad Roc Vllr.

'nie criticis.. of the ..cro.cono.ic analy.is in the Gochrins a.port pre••nted.

in 'nie Oppo.ition of the Ad. Hoe Teleco.-unic.tions U.er. Co..ittee to Directc.... i. .imply • summary of critici.....da in a r.port prep.r.d. by Econo.ic.

and Technology, Inc. (ET!) for the Int.rnational Co-..nications As.ociation. To

avoid. repetition, we will not separat.ly r ••pond. to the Oppo.ition of the Ad Hoe

T.l.c~ic.tions U.er. Coaaittee report, and. to the ITI report. Inst.ad., w.

will r ••pond. only to the ITI report. Ra.pond.ina to the ITt report pr•••nt. a

sp.ci.l challenge. Unlike the oppo.itions fil.d. by AT&T, NCI, and. the r ...indar

of the Ad. Hoc U••r. filina, the report .ub.itt.d. by ITt is unprofe••ional in both

it. ton. and. it••ub.tanc.. When r ••d.ina the ....rtions that .ppe.r inst.ad. of

rea.oned. .conoaic .naly.i., on. wond.er. Why ITI cho•• to writ. the r.port this

way. Va. it the r ••ult of an inability -to under.tand the econoaic analy.is in

the Godwins R.port, or was it the r ••ult of a delib.rate att.mpt to ai.r.pr•••nt

and. d.istort the report? R.g.rd.l••• of the r ...on, ITI'. r.ckl••• a••ertions have

b.en entered. into the r.cord., .0 it i. nec•••ary to ••t the••tr.ight.

ITI ••••rt. on P.I' 13 of it. r.port that the Godwins a.port contains at

l •••t .ix f.tal fl.w.. Th. fir.t .11'1'd. f.tal n.w de.l. with the roll of

c.libr.tion, and. the reaaininl five all.g.d. f.t.l n.w. .re numb.red. 1 - 5 on

page 15 of the ETI r.port.

1%1 CAPtn;!AP ­
(Page 14)

-In the Gochrina aodal, the key lNIIb.r. which det.mine the
r ••ult••r••1JIply inv.nt.d. They .r...de up. . .. A quote
froa App.nd.ix C-5 of the Goclvins Report illustr.te. the
proc••• :

The _del is c&libr&eec:f .0 that in the .b••ne. of
rAS-I06 it yi.lela an .lloc.tion of labor .cro••
••ctor•... It is .1.0 c&llbr&eec:f .uch that in the
ab••ne. of rAS-I06, .11 naainal pric•••re equal to
one. - {'lIph..is .dded by ITI]
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"'POUIt - S.v.r.l co...nts .r. in order. Fir.t. l.t's look at what

ETI o.itt.d fro. the quot.d p....g. fro. the GodvilUl R.port

wher. the .llip.i••pp••r••ft.r -labor acro••••ctor•. R

Th. following worda w.r. left out: Rthat MtChe. the .ctual

allesatipn of labor acros. s.ctor•. R [emph••is added] Now

why w.r. th... nine werda o.itt.d by BTl? C.rt.inly not

b.caut. th.y took up too auch .xtr. .pac.. And c.rt.inly

not b.c.ut. th••• nine worda w.r. not g.run. to the point

ETI w.. trying to Mke. Quit. the contr.ry--the•• nine

worda indicat. that the nUllb.r. were not Mde up er

imrent.d; the nUlMric.l v.lue. of the p.r...t.r. were

cho••n .0 that the .har. of worker. .ligibl. for SFAS 106

b.nefit. in the aodel yguld .qUAl the GMl .har. in tbt
u. s, .cpnowy. That is. th••• nine worda prove the oppo.ite

of ETI' •••••rtion. and ETI .imply chos. to suppr••• thea.

S.cond, the P....I. quot.d frOll the GodwilUl R.eport .tat••

that in the initi.l .qu1libri\a, b.for. the introduction of

SFAS 106, .11 noainal pric•••r•••t .qual to ODe. It

..... that the .uthor. of the ETI r.port r.prd this •• an

inv.nt.d m.b.r. Howev.r. th.r. i. • differ.nc. b.tw••n a

pric. index and the pric. of • .pecific good me..ured in

local curr.ncy. GNP-PI 11 • pric. index. and like all

index•• , ••ingl••p.cific nu.eric.l v.lue of the index is

meaningl••• , unl... the .cal. or b..e is sp.cifi.d. Th.

v.lue of an index in • b... y.ar is .ntir.ly arbitr.ry, and

to II&ke the int.rpretation of the ll\IIIb.r••imple, the pric.

iDdex.. w.r. noruliz.d so that the pric. index in the

initi.l .ituation had a v.lue of one. The conc.pt of

norullz.tion .hould b. faaili.r to anyone with gr.duat.

training in .cono.ic.. and th.re 11 no meaningful ••111I. in

which noruliz.tion should b. int.rpreted .s Rinv.nting

nUllb.r•. R
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Third, ITI it.liciz.. the word "c.libr.t.d" twic. in the

quot.d p••••g•• a. if to .lIphu1z. that "c.librat.d· ...ana

"inv.nt.d· or "made up.· Th. probl.. is that the authors

of the ITI r.port do not app••r to know what c.libr.tion

is. Th.y ••k the que.tion on p.g. 14: "Vhat is this

c.libr.tion?" Th.n th.y a•••rt that c.libration do•• not

involve r ••l .conoRic dat., and th.y cit••• proof the fact

that the t.ra c.libr.tion is not us.d in .tandard

.coDOMtric. t.xtbooks. Th. probl.R is that the .uthors

looked in the wrong pl.c. to find out about c.libr.tion.

Th. riCht pl.c. to look i. in the ..cro.conoRic.

lit.r.tur., in p.rticul.r the burg.oning lit.r.tur. on

quantit.tiv. g.ner.l .quil1briua II&Cro.conoRic aodels. An

influenti.l pap.r that us.. c.libr.tion and is .lr••dy

b.coaing • clu.ic in thi. lit.r.tur. i. Edw.rd C.

Pr••cott'. ·Th.ory Ah••d of Busin••• Cycl. K•••ur....nt,·

Quart.rly Blyin. F.der.llle••rv. Bank of Kinne.polis. F.ll

1986, pp. 9-22. Calibr.tion is .t the frontier of

quantitative 1I&cro.conoaic. and hu not y.t filt.r.d into

IIUlY uru:Iargr.du&t. t.xtbooks. How.v.r, c.libr.tion is

de.crib.d in Chapt.r 11 of II&srg,spppwis. by Andr.w B. Ab.l

and Ben S. Bernanke, Addison-W••l.y Publishing Co.. 1992 •

• book co-.uthor.d by one of the .uthors of the Godwins

Report and us.d at doz.ns of l.ading coll.g.. and

univ.r.iti••.

Calibr.tion is an .It.rnativ. _thod to direct .conoaetric

••t1aation for choo.ina m.a.eric.l value. of par.-t.r. in

• ..croeconoaic aodel. In c.libr.t.d aodels, nu.eric.l

v.lue. ..y b. bu.d on econa.etric ,.tiaation of

ticro.conoaic data and/or th.y ..y b, cho.en .0 that

variabl,. in the aodel ..tch actual value. of real econoRic

data. Both of th••• t.chnique. were used in the Rodel in

the Goclwins Report. For inst.nce, the paraaeters of the
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production functiona were calibrated so that the share of

labor co.t in total co.t ..tched the actual share of labor

in total co.t in the U.S. .co~' Contrary to the

....rtion in the first paragraph on pag. 14 of the BTl

report [-Another key factor, the labor .upply elasticity,

the re.ponae of labor .upplled to real wale chanaes, 18

...u.ed to be 0.00, asaln a uu.ber st.ply lnvented for the

purpo.e. of their report. -], the value of the labor supply

el..tlclty ".. b..ed on a .altltude of econo_trlc studl••.

The flrst cc.plete paraaraph on pale 30 of the Godvlna

Report di.cus.e. the .~ry by Mark R. Killlna.vorth of

the extenaive econoMtrlc 11terature on the el..tlclty of

labor .upply. Each of the IUIlY .tudie. finds dlffer.nt

nu.erlcal value. for this .luticlty, and lt .....

polntle•• to try to plck one of the e.t1Jlates ln OM of the

studles. It is even IIOre polntle•• to ecouc.etrlcally

e.tillate this el..tlcity lndependently, Ilven the aultitude

of existina e.tillate.. The .enslble approach is to ob.erve

that the e.tillate. tend to .how a _11, even .liptly

Mptlve, el..tlclty. Because the t.pact of SFAS 106 on

the GlfP-PI is larler for hlper labor .upply .l..tlclti.s,

a value of 0.0 ".. cho.en .0 .. not to understate the

1IIpact on GlfP-PI. PurtherllOre, the .enaltlvlty analy.is

explored the effect of .ven hlper value. of this

el..tlclty.

It .hould be ackDowleqed that the value of OM par_ter,

the prlce el..ticlty of d..nd, " .. not dlrectly callbrat.d

fra. a speclflc .et of data or a speciflc .et of

ecema.etric .tudie.. The value of this par_ter w..

cho.en by ob.ervina that .couc.etrlc .tudl.s of the de--.nds

for various loods tend to flnd prlce .la.tlcltl•• of de--.nd

on the order of OM, or ...ller. For inatance, the ETl

report on page 16 clte. a prlce el..ticlty of de--.nd of

0.723 for interstate swltched acce•• ln a study by
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J. Gatto, et. ale of AT&T. Because price elasticities of

deaand tend to be s..ller for broader categories of goo~,

the pric. elasticiti•• of de-.nd for s.ctor. 1 and 2 in the

Goclvina model (which account for about 2/3 and 1/3 of

private s.ctor output, . re.pectively) are mo.t likely

...U.r than one. Th. bas.line calculation us.d an

.lasticity of 1.5 b.caus. exp.rt.entation with the model

indicat.d that the .ffect of SFAS 106 on GNP-PI i. (1) not

v.ry ••naitiv. to the pric••lasticity of delUnd, and (2)

hi&b.r for high.r value. of the pric••la.ticity of de-.nd.

Ther.for., to provide a cushion againat under.tating the

.ff.ct. on GNP· PI , the value of the pric. ela.ticity of

de-.nd vas purpo••ly ••t hi&b.r than the likely true value

of thi••la.ticity.

The ITI r.port cOllplaina that only -aft.r auch .vasion- (p.

14) did the May, 1992 Coclvina ae.pona. to Paragraph 16 of

the FCC Order of Inve.tigation and Suspenaion adIIit that

it. IIOdel is not .co~trically e.tt.at.d. Th. fir.t

paragraph of the May ae.pona. .tat.. that the original

Coclvina Report contained .nou&b inforaation .0 that a

well-trained prof•••ional .conoai.t could reproduce the

~rical r ••ult. of the aacroeconoaic IIOdel. Th••econd

paragraph begina by pointing out that it would b. h.lpful

to contrast the IIOdel in the Coclvins Report with

conventional large-scale .hort-run .cono..tric forecasting

IIOdal.. This is cl.arly not eva.ive.

Havina addr••••d the ITI r.port·. aisr.pr••entation of

calibration, we nov discus. the f!ve IWIIbered alleg.d

nev•.
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ITI Cop.tgtipn ­
(P.ge 16)

"'POP" -

"Goclviu choo.e (.ic) the wrong kind of model to ev.1uate
the .ffect. of FAS 106."

According to ETI, • 1.rs.-.c.le co_rci.l econo_tric

model would h.v. been pref.rabl. to • cl•••ic.l gener.l

equilibriua IIOdel for the purpo.e of .nalyzing the imp.ct

of SFAS 106. Th. Kay, 1992 Goclwiu lle.poue to P.r.gr.ph

16 of the FCC Order of Inve.tis.tion .nd Suapenaion hal

.lr.ady .ddr....d in det.il the choice of • cl...ic.l

s.ner.l equilibriua IIOdel r.ther than • l.rg.-.c.b

c~rci.l econo..tric forecutina IIOdel. ETI hal .lre.dy

coapl.ined on P.S. 14 that that re.poue cont.ined

"duplic.tion of ..teri.l froa the February report" so th.t

di.cua.ion will not be rep••ted here. It .hould be noted,

however, that the Goclwiu lleport lilted five de.ir.ble

criteria for • .cdel to uae in .ddre••ing the imp.ct of

SFAS 106. The cl•••ic.l gener.l equilibriUII .odel ua.d in

the Goclwiu lleport ..et••11 five of the.e criteri., but u

point.d out in the Goctvina a.••poue to P.r.gr.ph 16,

l.rg.-.c.le co...rci.l eco~tric forec••ting IIOdel. f.il..
to ...t .t leut two of th••• criteri•.

ITI'. di.cua.ion on P.I.' 16-18 .dda nothing of sub.tance

to the b.ue of cboo.ina an .ppropri.te type of IIOdel. The

di.tinction dr.wn on p.le 16 b.twe.n ..the..tic.l IIOdels

and .cdela explicitly de.ipd to be ••t1aated with .ctual

dat••pin reve.l. the .uthor.' iporance of the burgeoning

-.ero.cono.ic liter.cure on quantit.tive gener.l

.qu1libriua IIOdel.. (S.e ••peci.lly the sentence on p.ge

16: "They .r. de.ipd and .tuelied to inve.tig.te a

conc.pt qualit.tively Dot qlYDt.Lt.t!vely." [italic. in

original) ) . Th••uthor. wute • few p.r.gr.ph! on p.g.. 17

and 18 deriding the IIOnopoli.tic competition in the

Blanchard-Kiyotaki IIOdel. App.r.ntly they h.ve f.iled to

re.lize that aonopoliltic cOllpetition is one a.pect of the
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m Cgp1j.ptipp ­
(P••• 18)

".pqpa. -

ax Cgp1jtptigp, ­(P... 19)

"'POP" -

Bl.nch.rd-Kiyotaki model th.t is not pres.nt in the

adapt.tion of this model UI.d in the Godwins R.port.

"Th. by nuatric.l p.raaet.rs of the model are inv.nt.d by
Godwin8 .nd not ••timat.d from .ny .conomic datab......

Ther. i. nothing new in thi. f.l.. • •••rtion that h.. not

.lr••dy b••n .ddr••••d in this Supplement.l R.port. All of

thb aat.ri.l in thb f.l......rtion 11 • r.pttition b•••d

on th. ignoranc. of c.libr.tion by th. author. of the ETI

Report.

"The Godwins IIOdel .rroneoUlly •••\181. that worker. do not
.v.luat. the v.lue frQa po.t-r.tir...nt b.nefit. and that
'1Iploy.r. do not vi.w th••• b.nefit. a. curr.nt co.t....

P.I' 19 of th. ITI r.port .t.t•• "Th. func:laaent.l Godwins

•••u.ption i. that .-ploy.r. who p.y th••• po.t-r.tir...nt

b.nefit. do not nov consider thea labor co.t•. " This

quot.d ••nt.ne. pr••uaably _ana that th. Godwin8 R.port

...\181. that, in the ab••ne. of SFAS 106, .aploy.r. do not

r.cogniz. po.t-r.tirement b.n.fit. a. curr.nt co.ts. The

r ...on for thb ...u.ption is that the Godwins Report

.tt.-pt.d to take • cons.rv.tiv. appro.ch wh.r.v.r

po••ibl.. In this p.rticul.r cont.xt, cons.rvativ••••ns

guarding •••inst under.t.ting the iap.ct of SFAS 106 on

GNP-PI. Equiv.l.ntly, th••ppro.ch w.. to .rr on th. dde

of ov.r.t.ting the iJIp.ct on GNP-PI. Now if on. argues

that in the ab••nc. of SFAS 106 '1Iploy.rs and • .-ploy•••

fully r.cogniz. po.t-r.tir...nt benefit., th.n th.

introduction of SFAS 106 would have no .ff.ct on any

pric•• , and the GNP- PI would b. unaff.ct.d. thUl, GNP-PI

would provide .b.olut.ly no r.cov.ry to Pric. C.p LEC. who

would th.n b. .ntitltd to s••k 100' r.cov.ry of the

iner.... in co.ts due to SFAS 106 b.c.UI. Pric. Cap LECs

h.v. not b••n able to r.cover th••• costs in the past.
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m e.cPJiift ­
(P.I. 20)

lalJPll· -

However, to the .xt.nt th.t SFAB 106 foraaliz•• and focus••

• tt.ntion on future po.t-r.tir••nt liabilitie., and to the

.xt.nt that firas c.rry l.rg.r liabiliti•• on th.ir b.lance

.he.t. and thus f.c. high.r co.t. of borroving, the

introduction of SFAB 106 will l ••d to an incr.... in

r.copiz.d curr.nt co.t.. How l.rg. is the incr•••• in

co.t.? .. .xpl.ined above, the cona.rv.tiv. .ppro.ch

dictat.. that v. over.tat. the eff.ct of SFAB 106 on

GRP-PI, .0 for -.croeconoaic PUrpO••• we tr••t all of the

additional SFAB 106 expense ... co.t.

·"xt, the Goclvins aodel incorr.ctly us•• an outdat.d
functional fora to r.pr•••nt the production function for
the .c0nollY.·

Althoup the Cobb-Douel.. procluction function v.. fir.t

used aore than 60 ye.r••10, it i ••till widely used in

quantit.tive ecollOllic aDaly.i., and one of it...jor

pr.dictiona - - that factor .har•••r. conatant over tiM -­

.e_ to hold up well in U.S. data. It is true that durina

the 1970. there v... fiurry of .ctivity to gener.lize the

Cobb-Douel.. production function, and this flurry included

••tiaation of the translog procluction function cit.d in

footnote 48 of the ITI r.port. The translog production

function is conaiderably IIOre I.ner.l than the Cobb-Do\lll..

production function, but this .dded gen.r.lity co•• at a

co.t. The translol production function has JIAIly 1I0r.

par_t.r. to e.t1llate or c.libr.te, and the quality of

-..r.aate data on inputs ..y b. .uffici.ntly poor to II8ke

e.tiaate. of the•••dditional p.r_ter. unr.li.bl.. It is

worth notina that when the.e .cklitional p.r_t.r. are

equal to zero, the translog production function become. a

Cobb-Dougl.. production function. In practice, e.ti..te.

of JMnY of the.e .cklitional p.r_ter. h.ve large .t.ndard

error. and .re not .ignificantly different froll zero at
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standard confidence 1evela (see Ernst R. Berndt, IhI
Prasti;e of Ee9IlQMtrie.; Cly.ie ami Contiaporar;y, Reading

Ka••achusett.: Addison-We.ley Publishing Co., 1990, Table

9.2 p. 473). In addition, the e.tiJlated e1a.ticity of

.ub.titution between capital and labor, in a four-factor

translog production function pre.ented by Berndt on p. 475,

11 0.97, which 11 very clo.e to the elasticity of

.ub.titution of 1.0 that i. characteri.tic of the

Cobb-Douglas production function.

The ITI report clo.e. it. critic!•• of the use of the

Cobb-Douglas production function on page 21 with the

.entence, "Although it 11 not clear how .ignifieant the

bia. 11 froa the use of the Cobb-Dougla. IIOdel, it 11 clear

that the analy.1I involve. .1JIplified alluaptiona dating

back over 60 year•. " It 11 worth noting that not only doe.

the ITI report adait that the .ignificance of the bias i.

unclear. it doe. not .peculate on the direction of any

bias. The only thing that 11 clear to the author. of the

ITI report 11 that the Cobb-Dougla. production function 11

over 60 year. old. Intere.tingly enough, the .ource cited

in the ITI report .tate. that the translog production

function introduced in 1970 11 "identical to the production

function conaidered by Heaely .everal decade. earlier."

(Berndt. p. 458)

Perbap. the be.t re.ponae to the critici.. rai.ed by the

ITI report 11 contained in a 1988 book by Zvi Orilicbe.

(foEller Cbair.an of the Depare..nt of !conoaic. at Harvard

Univer.ity. 1984 Vice Pre.ident of the ~rican !cono.ic

".ociation. 1965 witmer of the John Bate. Clark Nedal for

the be.t econo.i.t under the ale of 40, and Fellow of the

Econo..tric Society who.e di.tingui.hed career haa been

devoted to the .tudy of productivity) : "There 11 allo the

i ••ue of functional fora for the e.tiJlated production
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crt CgpS.ptiqp ­
(Pal. 21)

"·POD'· -

functiolUl and the a••ociated productivity coaputatioNl. I

could n.v.r take thb rani. of b.ue•••rioU81y." (Zvi

Griliche., T.shM1QIY. E4w;.tipn. and Productiyit,y, N.w

York: Ba.il Bl.ckwell Inc., 1988, pp. 306-307.)

"Finally, the Godwin. Raport ignor•• the U8U1l unc.rt.inty
that i. • ••ociat.d with surv.y r••ults ..a.ur.d by
calculat.d .tandard .rror....

Thi. critici •••ppli.. to the .ctuarial analy.i. and has

be.n .ddr••••d on pp. 10-11 of this Suppl...ntal Raport.
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r. ' ••pen.. to Hiac.llap.QU' COWOt by HCI

ICI Coptgtiop ­
(Pag. 6,
and FN 8)

1",IP'l" -

-If .xol.nou. tr.ae.lnt i. afforded to on. portion of the
cOllplnaation packag., an a.,.-trical relationahip w11l be
afforded carri.r. under· pric. cap.. Thit will allow
carri.r. to off.r iner....d OPD, for which th.y would
r.c.ive ,xol'noU. tr.ae.tnt, and decr.a•• other for.. of
cOllplnaation.· (footnot. 8: In fact, the USTA .tw1y it••lf
pr.dicta a .1ailar .ituation where SFAS-106 co.t. incr.... ,
the wal' rat. in the .c0nollY will fall, off••tting the
iner.... in labor co.t....ociat,d with SFAS-106.)-

H.r. it i. appropriate to c~nt only on footnote 8.

In the Godwina '.port pr.par.d for USTA, the introduction

of SFAS 106 leaela to a r.duction in the wag. rat., relative

to the wage rate that would have pr.vailed in the ab••nce

of SFAS 106. Th. fall in the wage rat. i. DS2-' a

cona.quanc. of -an ..~trical r,lationthip [that] will b.

afforded carri.r. UDder price cap•. - Th. wag. rat. fall'

for All fir.. in the econoay, .ven tho., firma that do not

off.r OPD. cov.r.d by SFAS 106. The pr.dict.d nationwide

fall in the wag. rate it a ..rat .quilibriua ph.nOlllnon

r.fl.cting the nationwide fall in the de..nd for labor at

any liv.n wag. rat., a••xplained on page 24 of the Godwin!

lleport. Btcau.. the fall in the wag. rat. is an

,quilibriua ph.no_non, it 18 b.yond the control of any

.ingl, fira or ...11 group of firma.
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